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Weitzman

"Certainty equivalent approach"

exp p(�rt) = p1 exp (�r1t) + ...+ pn exp p(�rnt)
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Interpretation 1 (Scenarios)

Each rate corresponds to a scenario on the growth rate
(µ1, p1; ...; µn, pn)

exp(�r(t)t) = exp(�ρt)
E [u0(ct )]
E [u0(c0)]

r(t) = ρ� 1
t
ln∑ pi exp(�θµi t)

= �1
t
ln∑ pi exp(�ri t)

If ri � N
�
ρ+m, v2

�
then r = ρ+m� v 2

2 t
(Reinschmidt, 2002, utility discount rate)

If ri � γ (α, β)
�
f (x) = βα

Γ(α)x
α�1 exp(�βx)

�
then

r(t) = α
β+t =

m2
m+tv
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Interpretation 2 (Nocetti, J. and Napp, MS, 2008)

Each expert represents a proportion of the population
(proportion of the total wealth wi )

All agents are risk-neutral

ρi = ri
U(e) = ∑wi exp(�ρi t)e

exp(�ρaveragesoc (t)t) = ∑wi exp(�ρi t) and
exp(�r averagesoc (t)t) = ∑wi exp(�ri t)
r instsoc such that

R t
0 r

inst
soc (s)ds = r

average
soc (t)t
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Properties

For any distribution, rsoc (t) decreases and converges to rinf

rsoc (t) < ∑wi ri , for all t,
FSD and SSD dominated shifts in the distribution of the
individual discount rates reduces r averagesoc (t)

MLR and PD dominated shifts in the distribution of the
individual discount rates reduces r instsoc (t)
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